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Summary 



Purpose and design of the study 

The study examined the incomes of men who become unemployed, their finan- 
cial incentives to work and their experience of employment and unemployment. 
It was based on a national sample of 2,300 men who became unemployed in the 
Autumn of 1978. Data were collected from personal interviews held approxi- 
mately one, four and twelve months after the men registered as unemployed and 
from departmental records on benefit payments. 

Characteristics of the men 

The study confirmed that a higher proportion of men who become unemployed 
than of those in the general population are young and unmarried and that, 
before unemployment, they are more likely to hold semi-skilled or unskilled 
manual jobs. It showed that the men’s earnings when last in work had been far 
below the national average and that this was true for all age groups apart from 
those over the age of 60. This meant that half of those who had been employed in 
the year before their unemployment had had gross earnings in the bottom fifth of 
the earnings distribution. These earnings were rarely supplemented by an 
additional source of income. For example, of the married men only a third had 
wives who were in paid employment compared with over a half in the population 
as a whole. Given the low levels of pay and the rarity of other income it is not 
surprising that few men started unemployment with substantial savings. Over 
half reported having no savings at all, and only 9 per cent had savings of over 
£1,250 (equivalent to £2,115 in January 1984). Men most likely to have savings 
were those who had retired early. 

Experience of unemployment 

A surprisingly high proportion of the men had had recent experience of unem- 
ployment; half in the year before the study began, three quarters in the previous 
five years. 

Because of the prevalence of repeated spells of unemployment, the length of 
the initial spell of unemployment in the study year was not a good guide to the 
total amount of unemployment experienced over that year. Amongst men who 
were interviewed at the third stage, the first spell lasted on average for 15 weeks, 
whilst the average time unemployed over the whole yepr was 22 weeks. About a 
tenth of the men were registered as unemployed continuously throughout the 
year and just over a third had two or more spells of unemployment in that year. 
All the others (53 per cent) had one spell of unemployment of less than 12 
months. For half of this group that spell actually lasted for under three months. 

Income in and out of work 

Comparisons of income when last in work before registration with income 
during unemployment were confined to those men who provided details of pre- 
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vious earnings and who remained unemployed for at least three months. This 
enabled us to calculate a reliable measure of benefit during unemployment. 

For nearly 50 per cent unemployment benefits (Unemployment Benefit plus 
where payable, an Earnings Related Supplement and Supplementary Allow- 
ance) replaced less than half of previous net earnings. Total income out of work 
represented less than half of total income in work for as many as a third of the 
men. 

Unemployment benefits exceeded previous net earnings for 6 per cent of the 
men. Nine per cent had higher total incomes out of work than in work; that is 
they had an income replacement ratio of 100 per cent or more. 

A quarter of the men had an income replacement ratio of at least 80 per cent . A 
quarter of these men were occupational pensioners. (The study took place before 
the abatement of Unemployment Benefit for occupational pensions of over £35 
was introduced.) Excluding the occupational pensioners, two-thirds of the men 
with high replacement ratios had dependent children and only one-sixth were 
single. These men were particularly likely to have had low earnings — about half 
had gross earnings which were in the bottom tenth of the earnings distribu- 
tion -which, when combined with relatively high benefits, produced high 
income replacement ratios. In addition, amongst men with dependent children 
very low take-up of means-tested benefits when in work was an important under- 
lying reason for high income replacement ratios, eg amongst those identified as 
having been eligible for Family Income Supplement when last in work before 
unemployment, under a fifth reported having received it. 
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Section one 



The Department of Health andSocial Security set up the Cohort Study of Unem- 
ployed Men to collect information on the incomes in and out of work of men who 
experienced unemployment. A national sample was drawn from men registering 
as unemployed and claiming benefit in the autumn of 1978. The main aims of the 
study were to examine financial incentives to work and the adequacy of benefits 
provided for unemployed men and their families. The study was also designed to 
examine the labour market experience of men becoming unemployed. 

The main results from the cohort study are summarised in this book. This 
introductory section contains two chapters. The first reviews the evidence from 
other studies on the changes in income that occur with moves from employment 
to unemployment. The second describes the cohort study sample design and 
representativeness, the main data sources and the definitions of income used in 
the analysis. 
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ONE 



Incomes in and out of work 



There are two main reasons why calculations of replacement ratios, which 
compare income out of work with income in work, are of interest for social 
policy. The first relates to the level of income during employment and whether 
or not it adequately meets the needs of unemployed people. One measure of 
adequacy is the extent to which those who become unemployed are able to 
maintain their standard of living and calculations of the change in income level 
is one indicator of this. However, replacement ratios have more often been 
used to examine the second topic -the extent to which the level of income 
support for the unemployed creates a disincentive to work. This can be either in 
the sense of an incentive to leave work for those in employment or a disincen- 
tive to return to work for those who are unemployed. These questions of ade- 
quacy and incentives are of course closely related, and have both been a 
persistent area of concern for some time. In 1941 , reviewing the unemployment 
provisions between the wars, Burns 1 wrote that the problem of providing ade- 
quate incomes for the unemployed while maintaining the wage incentive was 
‘the principal dilemma of social provision against loss of income on account of 
unemployment’. 

One way of comparing incomes in and out of work is to calculate re- 
placement ratios for hypothetical cases, such as those regularly produced in a 
Department of Health and Social Security (DHSS) ‘model’. These replacement 
ratios are a product of a set of assumptions and benefit entitlement rules and 
are only applicable to people in exactly the circumstances assumed in the model 
(eg their family size, housing costs, work expenses etc). Changes in these hypo- 
thetical replacement ratios - either over time or when one of the benefit entitle- 
ment rules is modified - can be illuminating. However the levels of these ratios 
themselves do not, nor is the model designed to, indicate whether a small or 
large proportion of employed or unemployed people face high or low re- 
placement ratios. For information on this it is necessary to examine the finan- 
cial situations of the employed or unemployed people themselves. There have 
been a number of empirical studies, usually based on samples of unemployed 
people, which have examined this subject. These can be divided into two main 
groups according to the way incomes in and out of work have been measured. 
Firstly there are those studies in which benefits paid in respect of unem- 
ployment have been compared with earnings (either gross or net of tax and 
national insurance) in work. This gives a relatively straightforward comparison 
but ignores the impact of other sources of income. Therefore, in a number of 



1 E Burns British Unemployment Programmes 1920-1938 London, 1941. 
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studies total income out of work has been compared with total imcome in work, 
giving a more complete picture of the financial effects of unemployment. 



Benefits earnings ratios 

Some of the main studies which have compared the amount of benefit received 
during unemployment with the amount of earnings received in employment are 
listed in table 1.1. They are all based on information on samples 



Table 1.1 Benefit/eamings ratios 



Source 


Sample 


Type of ratio 


Proportion with income 
out of work equal to or 
greater than income in 
work 


Unemployment In- 
surance Statutory 
Committee Repoit 
1937, HMSO 


411,191 people apply- 
ing for benefit August 
1937 


Current weekly 
benefit/Reported 
gross weekly earnings 
for a full week in last 
job 


2.3 Vo men 
5.2Vo women 


Unemployment 
Assistance Board An- 
nual Report 1937, 
HMSO 


27,500 people apply- 
ing for benefit 
December 1937 


Current weekly 
benefit/Reported 
gross normal weekly 
wages 


1.3Vo men 
3. 5 Vo women 


DE Employment 
Gazette March 1974 


16,641 people on the 
unemployment 
register June 1973 


Current weekly 
benefit/Weekly wage 
as predicted by DE 
staff, taking into ac- 
count age, skill etc. 
Calculated for men 
only. 


7 Vo - benefit in same or 
higher £5 band as 
predicted earnings 


W W Daniel A na- 
tional survey of the 
unemployed PEP, 
London, 1974 


1,500 people on the 
unemployment 
register October 1973 


Reported weekly 
benefit/Reported 
usual take-home pay 


4Vo - benefit in higher 
£5 band than earnings 
17 Vo - benefit in similar 
or higher £5 band 


D Smith Unemploy- 
ment and racial 
minorities PSI, Lon- 
don, 1981 


2,454 people on the 
unemployment 
register (of whom 
1,555 belonged to 
racial minority 
groups) March-April 
1979 


Reported weekly 
benefit/Reported net 
earnings from last job 


3 Vo white 

5 Vo minority groups 


M White Long-term 
unemployment and 
the labour market 
PSI, London, 1983 


4,030 people who had 
been on the 
unemployment 
register for at least 
one year June 1980 


Reported weekly 
benefit/Reported net 
earnings towards the 
end of the last job 
converted to mid 1980 
values. Calculated for 
those drawing benefit 
and seeking work 


7 Vo men 
13 Vo women 
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of people in registered unemployment. In all the studies, except for the Depart- 
ment of Employment (DE) study, earnings were the last weekly earnings as re- 
ported by the respondents. In the two studies carried out in 1937 these were gross 
rather than net earnings. The DE study calculates a forward looking ratio in that 
earnings are potential earnings as predicted by DE staff. In the first three studies 
in the table details of the amount of benefit were taken from official records, 
while in the remainder details were obtained from the respondents. Thus, 
although the components of this comparison might appear to be the 
same - benefits on the one hand, earnings on the other - there are some differen- 
ces in the way these components have been measured and compared. Apart from 
real changes over time, these differences in definition between the studies leads 
to differences in the estimates of the proportion who were better off out of work. 
For example, because the early studies compared gross earnings with benefits 
they would be expected to show smaller proportions with high ratios than the 
later studies. 

The two studies carried out in 1937 went into some detail as to the type of 
people who were particularly likely to have high benefit/earnings ratios. In 
general, the average wages of both the insurance and assistance benefit recipients 
were much higher than the average amount of benefit. Thus, only about two per 
cent of the unemployed men, and a slightly higher proportion of unemployed 
women, were found to have benefits which were equal to or exceeded their pre- 
vious earnings. However, for certain categories of claimants this was true for 
much larger proportions. Wages were found to be very variable, and those with 
the lowest wages -in general young people -were particularly likely to have 
high benefit/earnings ratios. Benefits were less variable than wages, but they 
differed in one important respect in that they included allowances for depen- 
dants. This meant that, although they were not necessarily amongst the lowest 
earners, men with large families were the most likely to have high benefit/ear- 
nings ratios. Married men with three or more children made up about a quarter 
of the insurance benefit recipients whose benefit was similar to their previous 
earnings. 

The importance of these two factors — relatively low earnings and the fact that 
benefits are related to family size while earnings are not — is, despite the gap of 
more than 30 years, also apparent in the later studies. It is the low level of 
earnings that these studies drew attention to, and the fact that it is amongst those 
with particularly low earnings that the level of benefit tends to approach that of 
earnings. The most recent study (carried out in 1980 by the Policy Studies Insti- 
tute) of people long-term unemployed shows that the range of average earnings 
v^ a,s four times as great as the range of average benefits and concluded that ‘those 
vith a high ratio of bene tits to earnings were generally in this position, not so 
much because of particularly high benefits, as because of particularly low pre- 
vious earnings’. 2 

Income replacement ratios 

While benefit/earnings ratios compare only two components of income, 
income replacement ratios are more comprehensive in that they compare total 



2 M White (op cit) 
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